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Bloc Economic W arfare 




The Central Intelligence Agency devotes considerable 
time and effort to the preparation of intelligence on Bloc 
economic activities in the free World. Our organizational 
structure for meeting this problem has been flexible. Thus 
the internal organization has been revised from time to time 
as the nature of the Bloc’s international activities has been 
altered. Always, however, specific groups in the Agency have 


been assigned specific responsibility for preparation of 


intelligence on the economic cold war. 

At the present time intelligence reporting on this sub- 
ject is done principally by two branches in the Office of 
Research and Reports . Other branches in OKR and other parts 
of the Agency provide considerable support for the two 
branches that are directly responsible for covering Bloc 
economic activities. One, the Trade Controls Branch has 
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"been in existence for several years. Once a much larger 

group, it has been reduced In size as the trade control 

j 

problem has dwindled in importance. The other, the Trade 
Branch covers all aspects of Bloc trade both with other 

! 

| members of the Bloc and with the Free World, One section 

of the Trade Branch has as its sole responsibility coverage 
of economic penetration of the underdeveloped countries. 

! 

This is a fairly recent addition to our organizational 
structure, being formed about 3 years ago when the Bloc 
appeared to be embarking on a long-run program of economic 
penetration of the underdeveloped countries. 

! 

| Our Trade Controls Branch provides departments, 

agencies, and the interagency cmmittee structure of the 
; U.So Government with intelligence support for the develop- 

ment, application, and enforcement of policies, plans 
(including mobilization planning for economic warfare), 

j 
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and programs concerning later national and U.S. security 
export controls and other related economic defease 
measures against the Siao-Soviet Bloc. The Branch draws 
upon the resources of other specialized research groups 
in CIA. This intelligence for estimating the significance 
of certain free World commodities, technology, and 
services to the war potential of the Bloc is collated 
and presented to an appropriate interagency ccraaittee 
responsible for the formulation of policy and the 
administration of strategic export controls. 

Share are two major interagency ccsmitteeB involved 
in the control of strategic exports. Both of which have 
subgroups at various administrative levels. One com- 
mittee deals with problems concerning multllater^al export 
controls and their enforcement, and the other c ommi ttee 
handles problems relating to unilateral export controls 
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their enforcement. The CIA. participates In an advisory 
capacity at each level of these ccamaitteea up through the 
National Security Council. 

One type of intelligence presented to the Casaittee on 
Multilateral Controls deals with the supply position and 
use pattern of earaaodlties within the Sino-Soviet Bloc. 
Tb&ee reports are intended to aid in developing and re- 
vising the international lists as wen as determining the 
effect of granting exceptions shipments of embargoed 
materials to the Bloc. Intelligence is also prepared 
for this eamaittee dealing with possible diversions to 
the Sino-Soviet Bloc. These reports are primarily 
intended for the use of the action agencies of the U.S. 
Government in enforcing multilateral controls and hav e 
been useful in breaking t$> the pattern of diversion of 
strategic commodities to the Sino-Soviet Bloc, and in 

f 
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assisting the work of U.S. sand Free World enforcement agencies. 

U.S. unilateral controls, as you are aware, are broader 
than the multilateral controls. The principal intelligence 
contribution to the committee on unilateral controls deals 
with Sino-Soviet Bloc supply and use pattern. The enforce- 
ment of these controls is a direct responsibility of the 
Department of Commerce and there is no official interagency 
organization for providing assistance in this enforcement 
task. However the Department of Caaraerce Investigation 
Staff receives CIA intelligence reports on a selective 
basis and maintains close liaison with dA. 

A large part of the work on Soviet penetration is done 
cm an Interagency basis. Periodic reports are prepared 
for general dissemination throughout the government by an 
Interagency group consisting of representatives from the 
Department of State, Commerce, and Agriculture, the ICA 
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and the solitary agencies, as veil as CIA. The State Depart- 
ment and the military agencies contribute to the substance of 
the reports, while the other Departments and Agencies con- 
tribute only in an advisory capacity. Although there is no 
rigid division of responsibility among the agencies and 
departments active in the preparation of reports on Bloc 
economic penetration there is a workable division of labor. 
The State Department and the CIA have approximately equal 
roles in analysing Bloc economic activities in the under- 
developed countries. But the State Department bears con- 
siderably more responsibility for political analysis than 

* 

does the CIA. loth CIA and the military departments prepare 
reports on Bloc arms arrangements with Free World countries. 


The military departments, however, art concerned primarily 


with the physical units involved, while the CIA is concerned 


more with the financial aspects of the ferns agreements. Thus, 


the military prepares all estimates on such matters as illicit 


trading of Bloc arms. 
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The Soviet penetration group in the CIA, Jointly with 
the Department of State, prepares periodic reports for the 
President 1 s cabinet. It also submits on request informa- 
tion studies to the Committee on World Trade Practices, 
a group consisting of business executives and corporation 
officials and organ! seed for the purpose of devising a 
coordinated effort to combat Bloc economic penetration. 

The major way in which economic and political intel- 
ligence relating to Soviet penetration are coordinated 
is in the preparation of national Intelligence Estimates. 
An estimate is published annually in which Bloc economic 
activities and capabilities are related to Bloe foreign 
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policy objectives sad motivations. This report, too, is 
an interagency product and is disseminated by the CIA to 
the National Security Council as well as to other high 
officials in policy malting positions. 

Although ve have assigned responsibility for covering 
Bloc economic penetration to a group specially organized 
for this work, in practice we do not make a clear and con- 
cise distinction between normal trade sad economic penetra- 
tion. This Is due to two reasons. First, while a clear 
distinction can be made in the abstract between the con- 
cept of normal and of politically inspired trade it is 
very difficult to apply the distinction in the actual 
operation of intelligence research. Second, in the case 
of Communist Bloc all foreign economic activities have 
scsae political overtones. This, as you know has; been 
stated many times in various ways in Communist literature. 
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Is 1950, for example, Mikoysn said "Just as economics 


are inseparable from politics, ao the USSR’s foreign 
political relations so?© inseparable frcta its foreign trade 
relations." Thus, while setae trade is primarily aimed at 
satisfying an economic need, it will probably be negotiated 
in such a place or in such a way as to serve political ends. 

A sterling example of politically inspired negotiations 
for the acquisition of seme commodities which the USSR is 
in any event going to import is to be found in the 
Xrusehev letter of last spring to President Eisenhower. The 
letter stated at same length that the international 
atmosphere would be lightened if more trade took place 
between the US and USSR. It suggested that the USSR wanted 
to purchase equipment for its consumer goods In dustries , 
specifying many categories, and that it would be willing 
to export such materials as magnesium to pay for these imports. 


0i 

It/ 
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There is little doubt that the USSR will purchase increasing 
amounts of xaachioery and equipment for its chemicals, iron 
and steel industries over the source of the seven year plan. 
But since it intends to do this anyway, why not collect the 
assorted political and propaganda gains potential in the 
existing state of world affairs on the way? In terns of 
the prise goal, the acquisitions of modern technology in 
use in Westers chemical and related industrief, the USSR 
is indifferent whether it acquires the machinery in the 
US, the UK, France or Germany. If, however, as the result 
of negotiations between heads of governments, it can give 
its purchase program the appearance of a permanently 
expanded volume of commerce in both directions, it would 
achieve a degree of respectability in world affairs which 
has been denied it by the existence of Western trade controls 
and its trade and aid program in underdeveloped countries 
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would thus be facilitated. Ibere was nothing to be lost 
ia vwltSais the letter and potentially much to be ©aimed. 

®u*»# while seme of the Internet i tml eeeaaeic 
activities of the Soviet Bloc are stimulated primarily by 
economic motives, other® are aimed primarily at political 
g a la® , but in most actual case® the two are interaiaoed, 

Ga the basis of observation m have c o nc lud ed that the trod® 
of the QEStt and C hi n a are mm® lac Used to be politically 
inspired than that of the Satellites. One cannot fall to 
set# how astutely the X&Z3& exploited the Arab’s frustration 
at the 'Western «se embargo both to en dear themselves to 
a large ae^aeat of the Arab population and to acquire a 
significant share of the Egyptian ^arhst. Or bow the USSR 
has augmented the political tensions in Latin America tgr 
offeriag to barter telly needed oil for Latin 

American exports. An incident that is dill unsettled is a 



Approved For Release 2000/08/23 : CIA-RDP64-00014A000100080001-3 


Approved For Release 2000/08/23 : C|^ft^£pp014A000100080001-3 

clear manifestation of the way In which China adapts its 
foreign trade to its political aspirations. After negotiating 
aa exchange agreement with industrialists in Japan amounting 
to nearly $200 million, China suddenly placed an embargo on 
all trade with Japan, a transparent move intended to force 
the XiaM government in Japan to extend a greater degree of 
recognition to China, The rice-rubber agreement with Ceylon 
under which China paid premiums fear rubber totaling more 
than $50 million over a fire year period was also motivated 
by ctoviouc political aspirations, in this instance a desire 
to break Western trade controls . The USSR, as the l e adin g 
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country in the Bloc, tod China, as a potential contender 
for supremacy within the Bloc, and anxious to create a 
sphere of influence in Asia, have greater stakes than the 
Satellites in the political cold war and China has the 
special Incentive of gaining greater recognition on the 
world seen®. 'Hie Satellites, on the other hand, have 
concrete economic problems for which international trad# 
seeras to offer a solution. 

In general, too, we believe that Bloc trade with the 
underdeveloped countries is more likely to have political 
overtones than is trade with the Industrialized countries 
of the Free World, Hie latter have many items which Bloc 
countries find most useful in fulfilling their plans for 
economic growth. Bloc export availabilities are of the 
type that generally are more readily marketable in 
relatively unln&uetr iali zed countries . 
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TUub while we can identify the political motivations 
entailed in a given instance of Soviet commercial 
negotiation, we cannot distinguish which part of the 
ensuing contracts result from improved political relatione 
and which part would have developed with the normal growth 
of trade. Today nearly percent of Egypt's cotton ex* 
ports ere purchased by the Sino*Soviet Bloc. But even 
prior to the Bloc ' s onslaught against the markets of the 
underdeveloped economies, China, the USSR and Eastern Europe 
all purchased Egyptian cotton to satisfy domestic require- 
ments . Expanding imports of cotton would have acccKpfoenled 
the Bloc's emphasis on consumer well-being after 1953 end 
would have entailed expanded imports from Egypt even without 
a policy of economic penetration. 

In summary, then, since operationally it is impossible 
to say, for example, that kO percent of Soviet exports to 
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India are politically inspired while ?0 percent of Soviet 
Imports froa India are commercially motivated, and since 
the Soviet Bloc always tries to hill 2 birds - one political 
and one economic - with every international transaction, 
we have la practice defined the sphere of responsibility 
Of our Soviet penetration sect ion geographically , fhia 
section of the Trade Branch is responsible for intelligence 
relating to all Soviet Hoc economic activities in the 
underdeveloped countries of the West, no matter how motivated. 

Even without attempting to distinguish which part 
of the Bloc's economic penetration activities in under- 
developed countries is motif ated by political ends, however, 
we have encountered rather formidable difficulties in 
estimating the magnitude of Bloc economic assistance to 
underdeveloped countries. Considerable information is 
usually available regarding the amounts of economic 
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assistance which Bloc countries premise to deliver to .free 
World countries . Soviet agreements la particular are widely 
publicized, especially when large lines of credit are ex- 
tended* Surely by now, a large portion of the population 
of the Free World afust know that Afghanistan has received 
a $100 million credit and Egypt a $175 Million credit from 
the USSR. More important for ourppurpoeea, however, the 
actual texts of many of the large agreements have been 
released. But eve^n when no value figures are announced, 
sufficient information is usually available so that we can 
estimate the approximate total cost and the foreign exchange 
component of an economic assistance agreement. The cost 
of the petroleum refinery Czechoslovakia is building in 
Syria, for example, was estimated in part on the basis of 
information we obtained from a Free World corporation whose 
bid on the project was rejected. 
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let our estimates of the -value 

of eooaooilo assistance promised lay the Bloc to underdeveloped 

<v^ 

countries -ts fairly accurate. We 'believe that our estimate 
of the total is within 5 percent of the correct figure end 

counts rf^pnsm so awe than 

10 percent in error. 

the confidence that we have in our estimate® of Hoc 
performance on assistance agreements is considerably less 
than this . We have attempted to determine the value of 

assistance actually delivered as veil as the sums of money 

/ 

drawn. So far, however, we have not been willing to publish 
anything more an estimate of the amount of .a 

assistance actually provided. Such an estimate is of same 
value, but it provides inadequate answers to several press- 
ing questions . In particular, it does not enable us to 
determine the amount of indebtedness or the rate of loan 


that our estimate^ for ^Stviftwelr 


viflLuiU i. 

•} 

Approved For Release 2000/08/23 : CIA-RDP64-00014A000100080001-3 



Approved For Release 2000/08/23 Sc£a,4|®44-00014A000100080001-3 

amortization of a country receiving credits fro at the Bloc. 

The major cause of the difficulty in assessing the 
implementation of Bloc assistance agreements is the lack 
of information. Debt statements and ministerial reports 
of recipient countries occasionally are helpful. Officials 
in India are often quite candid in discussing Soviet pro- 
jects with U.S. personnel. But this is exceptional; in 
most countries, such discussions provide little solid 
information, reveal A pertineat data. Generally, we must 
rely on delivery or shipping notices and clandestine 
reports on construction progress. With these types of 
infomaation we contrive rough estimates of money expendi- 
tures , In certain cases, we have no information of a ay 
scat on the rate of progress on projects we are fairly 
certain have been started. Thus, because of these short- 
comings in the available information our estimates of 
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implementation involve a considerable degree of speculation. 


Occasionally, we have been questioned about the 


validity of expressing value figures on Bloc assistance 
in terse of Free World currencies, These questions are 


based In part on a mistaken impression of the manner in 
which our estimates are derived. Most of the economic 
assistance for which the Bloc is committed, has been 


extended under publicly announced economic assistance 


agreements. These agreements usually stipulate the total 


amount of assistance in terms of some Free World currency. 


Dollars and pounds sterling are the currencies most fre- 
quently quoted. In a relatively few instances, the only 


available information on the value of an assistance 


agreement is expressed in roubles. We have always con- 


verted these figures to Free World currencies at the 
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official exchange rate of k roubles equals 1 dollar, because 
ve regard this as a realistic ratio for Bloc foreign trade 
prices# Assistance agreements generally call for prices 
to be based on current quotations in Free World markets, a 
procedure that is usually followed in Bloc foreign trade 
even in the absence of a specific agreement to do a©, fhus, 
there i® no serious problem, involved in expressing the 
value of Bloc economic assistance in Free World currencies. 
Whether the USSR extends a credit of $100 million or 400 
million thn moipient «1U 1* a*le to in, from 

the Soviets approximately the same volume of goods it would 
obtain from an expenditure of $100 million in the Free World. 

Estimations of the value of military assistance involve 
considerably greater difficulties than estimates of eccnanic 
assistance. The publicity attending the signature of an 
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economic assistance agreement is notably absent from the 
negotiation of military agreements. For the most part 
estimates must be based on data assembled frcsa large 
mmbers of reports on the quantity of specific types of 
equipment shipped, delivered, or observed. When Bloc 
prices of specific military items are available we use 
them to convert our estimates of physical units to value 
terms. In seme instances, we have had to tree U.S, prices 
for similar items in order to arrive at an estimate for 
total military assistance. Consequently, these estimates 
may be considerably in error. We belived that our estimates 
in terms of physical units are reasonably accurate, but we 

are aware that our estimates in terms of value may be In 

fit J cCf j 

eto /A UtsJtUe j 

error^ by ^ 25 percent or more. 

fhe most significant consequents of having value 
estimates that are not entirely satisfactory is that we 
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cannot determine with precision the financial indebtedness to 
the Bloc of those countries receiving Bloc military assistance, 
there would be much intelligence significance, for example, in 
a reliable determination of the amount of cotton Egypt is ship- 
ping each year in repayment for the aims it has gotten from the 
iloc. The difficulties involved in determining the Indebtedness, 
especially in the case of Egypt, are compounded by the fact that 
some of the anas delivered have been obsolete, some have been 
sold at a discount, and some apparently have been given without 
charge . Moreover, some of the Bloc arms shipped to Sgvpt and 
Syria have been sent on to be used in other areas. Although we 
believe that the amount involved is small, we are not certain who 
ultimately will pay for the goods. 

Along with economic and military assistance the Bloc has 
provided a tremendous number of technical specialists. Our esti- 
mates of the numbers involved are based almost entirely on 


utC 
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Because of the nature of the information 
with which we work* we make our estimates on the basis of those 
men in a country during a given period. Mo avoid one possible 
pitfall by including in our count only those technicians who are 
in a country for at least one month. On the other hand we have 
discovered no method of deflating our estimate when technicians 
are rotated during an accounting period. Thus, under our system, 
if a Russian engineer works on the Bhilai steel mill from January 
through Harch and is replaced by a second engineer in April, we 
estimate two Russian engineers were in India during the 6 month 
period. In fact, however, India would have received the services 
of only one engineer for the period* This particular bias in our 
system is accentuated when the period of coverage is an extended 
am* Thus, our estimates fear a fun year exhibit a greater bias 
then our estimates for 6 months. 

In a ay event, a quantitative analysis reveals only a part of 

f • * t. 5 V • * * ^ 
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the relevance of technical assistance and probably the less impor- 


tant part. A Russian officer giving advice to the Igjrptian army 


at the staff level is of far greater significance than two doses 


Bulgarians constructing airfield hangars on the Syrian desert. 


And the advice given the Burmese Government by a malt Soviet 


agricultural mission has more real impact than the shovel and 


pick axe work of 100 semi-literate Tadshike employed on a road- 
building project in Afghanistan. 


Thus, while we devote considerable time in estimating the 
nuaber of Hoc specialists working in underdeveloped countries. 


we are far more interested in what they do and what they accaaplish 


Vs attempt to determine whether Bloc personnel are en gag ed in sub- 


version and whether they are associated in any way with local 


Communist groups. Ve are interested in their relations with 


indigenous populations, in particular with their fellow workers. 


Ve want to know whether Bloc technicians have capabilities i 
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in native languages. Probably of greatest importance, we are 
keenly interested in the technical abilities of the Hoc special- 


ists, for the ultimate impact of the economic penetration effort 


nay depend in large measure on the quality of the technical 


assistance and training provided by these men. 


&Lbrihi 
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Collection of trade data is considerably simplified 
by the fact that most free World countries issue periodic 
reports on t he value sad pattern of their ^oreign commerce. 
Thu*, m do not have to depend solely on Communist forfeit! 
sources for data on Bloc trade with free World countries. 

Statements issued by Bloc countries, as veil as Infoemstion 

25X1 X4A 

obtained provide a means of 

checking on our normal sources* Ws have found that the 
Hoc countries, the USSR in particular, generally give 
accurate information vhen they overcome their reticence and 
issue factual statements regarding their economic relations 
with the Free World, the precise m e an ing of their utter- 
ances is often obscure, but whan the bombast has been re- 
moved and the true sense discerned, their statements are 
often quite revealing, thus, when there is a discrepancy 
between an estimate we have made on the basis of official 

Stunt i 
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free World compilations end, a claim made by a Bloc country, 
we do not automatically assume that the Communists ire lying. 

Our estimate of Soviet shipments of machinery and trans* 
port equipment to underdeveloped countries in 1956, for 
example, was approximately 20 percent the amount claimed by 
the USSR. ®ie 3« involved was not large - the USSR claimed 
that these shipments amounted to leas than $30 million - hut 
it was a significant matter inasmuch m Soviet exports of 
these items had been less than $1 million in previous years. 
She discrepancy between the Soviet figure and our estimate, 
we ultimately concluded, was probably a matter of item, 
classification. Underdeveloped countries often have rather 
untidy or inexact customs procedures. Even when a standard 
classification system is used, customs officials are 
frequently lax in establishing proper criteria to be used hy 
their operating personnel. Indian practices are particularly 
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annoying la this reject . In their official reports of 
commodity imports as much a* two-thirds of total imports 
frota the US£® hare been listed in the "all other", aa unspecified 
category. Since among the underdeveloped countries India Is 
a major customer of the Bloc, the errors in India 1 # commodity 
reporting ray have considerable impact cm our estimates of 
total Bloc trade. 

Other underdeveloped countries have similar bad Whits. 

Host of them publish trade data in a vary leisurely 
fashion. Bens is up to date in releasing statistics on 
commodities. Bo country includes in its reports shipments 
of military items, finally, countries which have multiple 
exchange rates, such as Bfiypt and Argentina, cause 
particular difficulties when we attempt to evaluate their 
trade in terms of dollars. 
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Thus, while the official goverxsaent reports on trade 
are useful they fail to provide all of the information that 
we need. Me must supplement official data with information 
obtained through other channels. This is especially true, 
of course, in the preparation of intelligence for trade 
controls, where illegal transactions frequently are involved. 

Reports on Bloc trade are often useful in pointing 
to, or confirming our belief about, economic weakness in 
the Bloc. It is revealing, for example, that the XB&R has 
exported virtually no manufactured consumer goods to the 
Free World. Soviet efforts to obtain machinery of the 
latest design in Western Europe often, are the result of 
lagging technology in certain industries in the USSR. Of 
particular significance, ©0 far as penetration of under- 
developed countries is concerned, is the relative techno- 
logical lag in the Soviet textile machinery industry. 
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Thus, an Egyptian purchasing mission in the TJS8R recently 
vas extremely impressed with sane textile machinery which 
it observed and insisted that the Soviets install that 
particular type of equipment in Egypt. The machinery the 


Egyptians mission was expecting had been imported ft* am the 


United Kington, however, and since the Egyptians declined 
to accept equipment of Soviet design, the Russians agreed 
to sacifice their own British designed factory. 


r- „ .... :. 
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Case can easily exaggerate the soonest is wwiaa#* ia 
Bloc, l acwevW| especially when tbs weaknesses lo taanss 


of specific eoasodltles. 

jn the first pi ace sons of the weaknesses 1® 

Hoc economies My be tamed to tbs Bloc's »d ventage- 
sadezdeveloped countries often find techn ologi cally * ia 9? le 
Machi nery, which the Ho® Mass-produces, acre useful than 
the st a re advanced, and co m plex , tqul ®®®»t i® 1< bich fre® World 
countries ^eciall**- Untrained workers can learn sSs^le 
processes fmt acre quickly than they «*» !*•** ecsylicated 
^30. Hore iaport&nt, the supervisory personnel available in 
xjndertlevelcfped countries can sen s gw capably plants that have 
fairly single Machine installations? large cadre* of foreign 
asyerviaosry labor might be repaired for faetcrie* of the 
latest. Western design. 
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la the second place, commodity studies of Bloc foreign 


trade will never reveal anything acre than specific 
soft spots in the production pattern. This type of 
information is interesting and has certain Halted 
uses, hut It is grossly inadequate as an indicator 
of the overall capability of the Bloc to achieve its 


objectives in the cold war. The basic capability of 
the Bloc is revealed only in a close survey of its 
economic structure and its production and growth 
characteristics . 

Thus, we believe that the basic structure of 
the Soviet economy and the rate of growth of pro- 
duction are such that the USSR cha maintain an active 

that will 

and growing role in world commerce and / support its 
policy of economic penetration. The pertinent facts 
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m the billion dollar* of current grou mtlo ml 
product and the 6-7 percent annual grcwth rate. We t hink 
that institutional characteristics, in particular the 
bilateral nature of Soviet trade, the isolation of the 
Soviet price structure, and the inconvertibility of the 
rouble, nay ultimately cause sene problems in the Free 
World trade of the USSR. But, these problems will grew cut 
«f strength rather than economic weakness, such as the 
problems of U.8. foreign trade, inherent in the persistent 
dollar shortage in the world, have grown out of U.S. strength. 
The problem* that ere potential for the USSR, in short, sill 
became actual only when the Soviets have gained a substantial 
position in world censer ce. At the present tine, in fact, 
the bilateral, barter nature of Soviet trade la an aaaet, 
largely because of the international liquidity problem with 
which most rapidly developing economics are faced. 
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S&ae, la order to determine Bloc eecaosLc weaknesses 


and strengths, no look primarily to domestic production 


edibilities. Ns have eoseluded that the imaense and rapidly 
ov powrt i r>g production capacity of the USSR, complemented by 
the Satellites and to an increasing extent by China, will 
amble the Sino-Sovlet Bloc to continue at a Ugh. level and 
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* ' even to expand ite economic activities in the free World* 
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